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Inthis example, it is considered unlikely at inception of an arangement tha the supplier would move
customer using “Retail Uit A.” Despite the availabilty of other retail units that could be substituted for
Retail Unit A, the supplier’s coss in moving the customer would not be expecied to exceed the beneit.
Therefore, the supplier’s substitution rght s not considered substaniive. Consistent with tis example, in
Presto’s amangemen. fixed concession stands and premium areas would be costly to move and therefore
would not fkely be subject o substittion. Pe discussions with Presto management. based on its prior
‘experiences with similar contacts, th food and beverage location within the stadium are generaly unlikely
o be changed by the stadium owner.

Conclusion—lssue I: Identifed Asset

“The Food and Beverage Faciliies are a portion of an assel, and thus these spaces are considered “identified
asset” i they are physically distnct and not subject to substantive substittion rghis. We have concluded
the following:

B Fined concession sands, suites, and premium areas are physically distint and are not subject to
2 substantive subsitution right (given that relocaton would be costly and thus unlikely). These
locations are considered identifed asets.

B With respect o the right for hawkers o operate in th stadium. the hawkers are not imited to a
defined space (.. the space is not physically distinc). and thus ths right does not imolve an
identified asel.

B With respect o portables, the locations are not physicaly distinet, and Stadium Co. has
substantive right of substituton. Thus, porables are ot considered identifid asets

Therefore,the identified assetsin this arrangement are 1) fixed concession stands and 2) premium seating
areas and suites.

Given tha this s not @ complete memo,the *Financial Satement and Disclosure Impacis” section o the
‘memo has been omitted.
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‘Sample Accounting Issues Memo
The fllowing Presto Hospitality memo is only partially complete and is provided for example
purposes. Addional issues will need to be evaluated in order o fully conclude on the account-
ing for this arrangement.

"Draft—For Discussion Purposes Only
Memorandum
Tos Presto Hospitality Accounting Files
From: Michael Jones, Accounting Policy team
Date: 12/1/20X1

Re: Accounting for concessions agreement with Stadium Co.

Facts
Presto Hospitality (Presto s a public company that is in the process of signing a 10-year concessions.
agreement with a major league basehall stadium owner (Stadium Co). The greement would give
Presto the right and obligation to operate all of the stadiumy’s fxed concession stands and portable food
and beverage carts,to provide food and beverage service o premium seating sreas (including suite).
and o have hawkers selling concessions in the aisles of the stadium (Sods! Peanuts!). collctively,

the “Food and Beverage Facilites.” The locations of fixed concession stands withi the stadium

are designated in architectural drawings included within the draft concessions agreement. The draft
‘contrsct states that Stadium Co..at ts option and at it cost (such as the cost o rebuild leasehold
improvements) can reguire Presto to move its locations within the sadium.

“The concessions agreement will require Presto o remit S0% of ts gross food sals and 52% of ts
grossalcobol sles o Stadium Co. in exchange for the right o operate a the stadium. Presto will also
e required to make an upfont payment of S5 million o Stadium Co., which will be used toward capital
improvements. build-outs, and branding of the concession faciliie. Throughout the operating period
of ths agreement, Stadium Co. will have the right 10 spprove all of Presto's proposed men items.
priing. and choices of suppliers, nd Stadium Co. has indicated during negotiaions that it lans to
actvely exercise this approval aubhority. To be chosen as the concession provider for this stadium, Presto
submitied  successful bid and was selected from a group of competing polenial concessionires.

Presto must determine whether this arangement contains a lease witin the scope of ASC 842
(Leases).
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(Leases).

e ransaction
s compiex or
imvoives multle
parties nclude 2
picturs here.

Tssues
1. Does the Concessions Agreement involve an dentiied asser?
2. List addiional questions here

Prrase ssues.
inthe formofa
question.

Analysis—lssue 1: Does the Concessions Agreement involve an identified asset?
FASB Accounting Standards Codification (ASC) $42-10 (Leases) provides the following scope
‘guidance for determining whether an arrangement s or contains 3 lease:

15.3 A contract i or contans a ease i he contract comveys theright 1 control te use of denti-
fid propety. plant.or cquipment (sn identifcd ssset) for & period o time i exchanze for
consideration.
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ASC 84210 staes the following with respect to determining whether 2 contractimvolves an
identified aset:

15.9 An ssset ypicaly isidenifcd by being cxplcily specifcd in s contract. However.an assct.

also can b identifid by bing implictly speciied a he ime that the asst is made svail-
able for use by the customer

“The baseballstadium (an aset i explicity specified i the contract Howener, Presto only has the
righ to us specified portions of the stadium. Accordingly. two challenges that arise in applying the
oncept of ideniified asset 10 this agreement include evaluating 1) when a porion of an asset i an
identified aset and 2) whether the supplier has a substantive right 0 substtue the aset. We will
evaluat each of these conditions next.

>Portion of an Assel

Par. 15-16 provides the fllowing guidance regarding whether a portion of an asset i an identified
asset

555 Portions of Assets

1516 A capacity portion ofanassc s an dentiied asset s physicaly distinet (for example.
a oo of a building o & scgment of a pipcline that conneets  single customer o the lasger
pipeline). Acapacity o other portion o an asset tha s ot physially disinet for cxample,
a capuciy porton of a fibe optic cable) s notan dentified asset, uness it represcnts sub-
sttty sl of the capscty of the sset nd thersby provides the customer wih the rizht
o obtain substantally allof the cconomic benefits from us ofth asset.[Emphasis added

s the Food and Beverage Faciliiesrepresent a portion of  broader asset (th Stadium) these faclities
are only considered an dentified asse i they are physicaly distinct.

PuC’s Leases guide book (2018) offers the following additonsl, interpretve guidance for assessing

whether a portion of an asset is physically distinct:
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(WRELher a portion of an assel 1s physicatly distinct:

A identiicd asset must be physicaly distnct. A physicaly distine aset may be an entir assct
or s portion f an asset. For example, & bulding s gencrally considered physicaly distnct, but
one floor within the building may also be considered physicaly distinct if it can be used
independent of the other floors (e.g., point of ingress or egress, access o lavatories etc )
(Sec.2313)

I this arrangement,cerain of the Food and Beverage Facilties (specificaly. fixed concession stands)
are specified on architectural drawings and ar thus physiclly distinct. Addiionaly. the right o serve
food and beverages in premium seating areas inluding suites, involves physically distnet spaces.
‘These concession stands and premium areas can be used independently from one another. Therefore,
these spaces are all considered physicaly distinct.

By contrast,other rghts inthe contract, such ss the right 0 operste portables and the rght to have
food and beverage hawkers operating throughout the stadium, do not involve physiclly distnct
portons of an asset. The location of the portable cars s not specified. and therefore any location
‘within the stadium could be used to locate the cats. Per par. 15-16, f a porion of an asset is not
physically disinet, it “is not an identified assel unless it represents substantially all of the capacity of
the asset...”. This condition is not present, as se of the portables and rights of the hawkers within the
brosder Studium do not represent “substantially all”of the Stadium’s capacity Therefore, these rights
do not involve idenified asses.

Substantive Right 10 Substite

An additonal requirement for  contract t include an identfied aset is tht the supplier cannol have
the “substantive right to subsitute” th asset during the period of us. This requirement s described in
par. 15-10 2 follows:
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1510 Even ifanssse i spcifed.acustomer docs ot have the ight 0 usesn dentified sset f the
suppli has the subsantive ight 1o substtute the asset hroughout the period of use. A sup-
plersrght tosubstitute an aset s substanive only i both of th following conditions exist:
& “The supplicr has the prsctica abilty to subtitte shermstve sssets throughout the
period of use (for exampl. the customer cannot prevent the supplier rom subsitting
a asst, and altemative assts are readily avalable o the supplicr or could be sourced
by the supplice within & ressensble period of time).

b, “The supplier would benefit cconomicaly from the excreis ofis ight 1o substtte the
s (that . the cconormic hengfits asociated with substtting the sset are expected
10 exceed he coss associated with subsituting the assc). [Emphsis added]

‘According 10 the concessions agreement, Stadium Co. can require Prest to relocate is facilies within
the stadium. Therefore, i is necessary o evaluate whether this subsitution right is “substantive’” by
evaluating th conditions in par. 15-10(a) and (b).

Practical Abiltyto Substitte (paz 15-10a): Sadium Co. hasthe practical abilty to substitute alierative
‘assets throughout the period of use, s it has the stated right per the contract o make changes (0 the
specified facilities. Furthermore, alternatelocations within the Stadium are available to Stadium Co. that
‘could be used 0 substtute Presto’s designated spaces i the Stadium. Therefore, par. 15-10(s) is met for
all concession spaces i the contrct.

Esonomically would benefit from substtution (par. 15:10b: It s unclear whether the economic benefits
o Stadium Co. associated with substiuting the designated food and beverage spaces would be expected
10 exceed the costs asscated with substitting these spaces. Stadium Co. would presumably incur
significant relocation cost i it were to require Presio to change the location of  fixed concession stand
i the Stadium, given the kitchen snd other equipment involved in such a relocation effort. On the other
hund, food and beverage Kiosks (portables) could easily be moved without significant cost.

“To sssist in our evaluation ofthis “econormic benefit” condition, we considered the following.
implementation guidance from ASC §42-10 involving a portable concession stand. While we already
‘concluded thatthe spaces on which porables will be located are not physicaly distint portions of ssets
we wil evaluate ths example for the avoidance of doub.

> 5> Example 2—Concession Space
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> > > Example 2—Concession Space

155.82 A coffe company (Customer)entes ino & contract with an sirport operato (Supplie) o usc
 space in the airpor o sel s goods for  three-year period. The contrict staes the amount
of space and tha the space may be located at any one of several boarding arcas ihin the
airpor. Supplier has herigh o change the locaton of the space allocated to Customer at any.
time durin the period of use. There sre minimal coss to Suppli ssocisted with changing
the space for the Customer: Customer uscs  kiosk (tat it owns) thatcan be moved casily 1o
sll s goods. There ar many rcas in the irpor that src availble and that would mect the
speciicaions for the space n the contrct.

55.53 The contrsct does ot contan s e,
5584 Allouzh the amount of space Customer uss is speifid i the conrct, there i o identified
et Customer controls ts owned Kiosk. However.the contrsct i fo space in th irport,

‘and his space can change at th discetion o Supplic. Supplicr has the subsantive right to

substitte the space Customer uses because:

& Supplic has the practcal ability to hange the space used by Customer throughout the
period of use. There arc many arcasin he aifportthal meet the specfications for the
Space inthe contact, and Supplierhas the right 1o change the locaion of the space (o
ther space tha s the specifiations st any i ithout Customer's spproval,

b, Supplicr would beneit ccomomicall from substitin thespace. There would be mini-
mal costassociated with changing the space used by Customer becaus the Kiosk can
be moved cusly. Supplicr beneits from subsiuting the space n the sinport becase
substttion allows Supplicr o make the most eecive use of the space at boarling
arcas i th aiport 1o meet changing cirumsances.





